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ABSTRACT 



This report describes progress in addressing problems 
identified earlier in the process of consolidating student loans under the 
William D. Ford Federal Direct Loan Program (FDLP) or the Federal Family 
Education Loan Program (FFELP) . Consolidation loans allow borrowers to extend 
their repayment periods and may combine loans under either or both programs. 
The evaluation involved interviews with four FFELP lenders about their 
experiences with the Department of Education (ED) and its contractor for loan 
consolidations, analysis and collection of data on borrower experiences under 
the original and updated (as of December 1997) FDLP servicing system, and 
analysis of ED data on consolidation application processing and data 
transmission. The four lenders reported that the consolidation process has 
improved, with fewer duplicate requests and incorrect payments. Progress in 
resolving problems in transmitting data to the FDLP servicing system and in 
time needed to process consolidation applications was also reported. Attached 
enclosures include detailed data on application processing time and the 
formal response of the Department of Education, which notes additional 
changes the Department has made or plans to make to the consolidation 
process. (DB) 
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Subject: Student Loans: Improvements in the Direct Loan Consolidation 

Process 



Students can generally borrow for their postsecondary education through two 
principal federal loan programs, the William D. Ford Federal Direct Loan 
Program (FDLP) or the Federal Family Education Loan Program (FFELP). 1 
Under FDLP, the government provides capital for loans made to student 
borrowers, schools make the loans on behalf of the government, and a 
contractor services and collects loan repayments. For an FFELP loan, in 
contrast, a lender, usually from the private sector, provides loan capital, makes 
and services the loan, and collects loan repayments. 2 The federal government 
guarantees, or insures, FFELP loans against default. 



‘In academic year 1997-98, federal student loans made through FDLP amounted 
to about $11 billion and those through FFELP about $22 billion. 

2 As used in this report, "lender" refers to an entity that makes, holds, services, or 
collects student loans. 
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Consolidation loans, which allow borrowers to extend their repayment periods 
and make single monthly payments that are usually lower than the combined 
total payments on their individual loans, are available through both programs. 
FFELP lenders may make FFELP consolidation loans, while the Department of 
Education operates the FDLP consolidation program through a contractor, 
Electronic Data Systems (EDS). Consolidation loans made through either 
program may include underlying loans from either program-that is, both FFELP 
and FDLP loans may be consolidated into a new FDLP consolidation loan, or 
both may be consolidated into a new FFELP consolidation loan. Total 
consolidation loan volume for FFELP and FDLP was about $5 billion in fiscal 
year 1997. 

In the FDLP consolidation process, if FFELP loans are being consolidated, EDS 
sends a form to each FFELP lender holding one or more of the borrower's loans, 
to verify the balance owed on each loan. EDS receives this information back 
from each of the lenders, sends a promissory note to the borrower, receives the 
signed note, pays off each lender for the underlying FFELP loans, and transmits 
data on the completed consolidation loan to the FDLP servicing system. If the 
payment to the lender is too high, the lender refunds the difference to EDS, and 
this refunded amount is credited to the borrower through the FDLP servicing 
system. In a typical consolidation, the payment to the lender is slightly higher 
than the amount owed, to ensure that the borrower's account with the lender is 
fully paid. 

In April 1998, we reported on some of the problems in the FDLP consolidation 
process, specifically on the process of incorporating FFELP loans into an FDLP 
consolidation loan. 3 Some of these problems had earlier led to a large and 
growing inventory of unprocessed loan consolidation applications, and Education 
shut down the FDLP consolidation program to new borrower applicants from 
August 1997 until December 1, 1997. We found that lenders holding underlying 
FFELP loans often faced delays and repeated requests from EDS for loan 
balance information. These problems sometimes led to inaccurate payments to 
the lenders for their loans, some of which were overpayments much larger than 
the small amount involved in typical consolidations. Furthermore, the 
transmission of data from EDS' system to the FDLP servicing system had flaws. 
When lender payments to EDS were too high and the lenders made refunds, 
these refunds were not always transmitted successfully to the FDLP servicing 



3 Pirect Student Loans: Efforts to Resolve Lenders' Problems With 
Consolidations Are Under Wav (GAO/HEHS-98-103, Apr. 21, 1998). 
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system, and thus borrowers' account balances appeared to be too high. We 
noted improvements that Education and EDS were making to the process, many 
of which took effect with the December 1997 reopening and appeared 'to move in 
the right direction, but we concluded that it was too early to tell whether these 
changes had actually fixed the problems we found. 

On July 1, 1998, new interest rates went into effect that made FDLP 
consolidation loans less expensive than FFELP loans for borrowers. Because of 
continuing concern about the program and the possibility of a surge in new 
applications in response to the interest rate change, you asked us to analyze 
whether some of the problems we found in our earlier work were still occurring. 
Specifically, we agreed to answer the following questions: 

— Do FFELP lenders believe that EDS' consolidation processing has 
improved since the December 1, 1997, reopening of the FDLP 
consolidation system to new applications? 

To what extent have problems in data transmission between EDS and the 
FDLP servicing system been resolved? 

How quickly has EDS been processing consolidation applications for 
borrowers who applied after December 1, 1997, and does Education 
believe EDS could promptly process a substantially greater inflow of 
applications? 

To answer these questions, we interviewed the four FFELP lenders we included 
in our April study about their experiences with Education and EDS since the 
December 1, 1997, reopening. The four lenders are among the 40 largest FFELP 
loan holders by loan volume-two of them are among the 10 largest-and they 
provide different perspectives because of the services they provide, such as 
servicing their own loans and performing servicing functions for other lenders. 

We looked at updated FDLP servicing system data for a set of borrowers we 
included in our April study whose account balances were inflated because of 
delayed transmission of refund data to see if these refunds had been credited to 
the system. We also gathered similar data on a second set of borrowers to see if 
their accounts experienced the same problems. These borrowers, whom lenders 
selected for us on the basis of overpayments they had received for the 
borrowers, were not representative of all borrowers but were similar to the 
borrowers whose account balances we found to be incorrect in our April study. 
Finally, we reviewed data that Education collects on application processing and 
discussed changes in consolidation application processing and data transmission 
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with Education officials. We conducted our review from June to September 1998 
in accordance with generally accepted government auditing standards. 

In summary, the four lenders we spoke to said that they believe the 
consolidation process has improved. They generally reported receiving fewer 
duplicate requests for information from EDS and fewer incorrect payments for 
their loans than before the shutdown, and the incorrect payments they did 
receive were for smaller amounts. They also said that their communications 
with Education and EDS have improved. 

Education and EDS have also made progress toward resolving problems in 
transmitting data to the FDLP servicing system. According to EDS officials, 
more than 75 percent of transactions that had been rejected during their 
transmission between the EDS system and the FDLP servicing system as of June 
1998-transactions such as the refunds we noted that were not credited to 
borrowers-had been successfully transmitted to the FDLP servicing system by 
September 1998. Further, our review of servicing system accounts for the two 
sets of borrowers we examined showed that many corrections have been made, 
although not all transactions were being promptly transmitted. For some 
borrowers in the first set, those included in our April study, some transactions 
had still not been transmitted successfully to the servicing system. The account 
of one of these borrowers showed a balance that, according to the servicing 
system, was $19,000 higher than it should have been, 15 months after EDS 
recorded the transaction that should have corrected this error. Most borrowers 
in the second set had refunds transmitted to their accounts in 2 to 6 weeks. 
However, several of these borrowers-who applied for a consolidation loan after 
the December 1, 1997, reopening-had not had all their transactions successfully 
transmitted, even though some of these transactions took place more than 5 
months ago. 

Finally, Education's data show that the time needed to process consolidation 
applications has improved since the December 1, 1997, startup. The average 
processing time fell from about 65 days to about 54 days between December 
1997 and June 1998, and the percentage of applications that were pending for 60 
or more days decreased from about 6 percent to just over 1 percent between 
June 1998 and September 1998. Education officials cited improved processes 
and increased staff hired by EDS in stating that they are confident that EDS 
could now handle a greater volume of applications. 
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BACKGROUND 

FDLP loan consolidation begins when a borrower sends EDS an application for a 
consolidation loan. The borrower lists each loan he or she wants to consolidate 
and the party holding or servicing the loan-the FDLP servicing center for FDLP 
loans and private lenders for FFELP loans. For FDLP loans, EDS obtains 
infor mation on the unpaid loan balance from the FDLP servicing system. For 
FFELP loans, EDS sends a verification certificate to each lender to verify each 
loan and the amount owed. Lenders complete the verification information and 
return the certificates. Upon receiving this information from each of the lenders, 
EDS calculates the total dollar amount of the new consolidation loan and sends 
a promissory note to the borrower for signature. After the borrower signs and 
returns the note, EDS pays off each lender for the underlying FFELP loans and 
transmits data on the new consolidation loan to the central FDLP database, 
managed by Affiliated Computer Services, Incorporated/AFSA Data Corporation 
(ACS/AFSA), the Education contractor that services all direct loans. 4 
Information from the central database is then sent to the FDLP servicing system, 
also managed by ACS/AFSA, for loan servicing and collection. 

Shortly after EDS began operating the consolidation program and processing 
FDLP consolidation loans in September 1996, a backlog of unprocessed 
consolidation loan applications developed and grew steadily. In August 1997, 
when the backlog reached about 84,000 unprocessed applications (more than 
half of all applications that EDS had received), Education shut down the FDLP 
consolidation program to new applications until December 1, 1997. EDS and 
Education used the shutdown period to resolve the backlog of applications. 5 

In our April study, we found a number of problems in EDS' processing of 
consolidation applications and the transmission of data to the FDLP servicing 
system. FFELP lenders we spoke to said they often completed a verification 
certificate for a borrower, sent it to EDS, and then unexpectedly received a new 



In our April report, the FDLP loan servicer was referred to as Computer Data 
Systems, Incorporated/AFSA Data Corporation (CDSI/AFSA). ACS has now 
acquired CDS! 

An application that was part of the backlog could be resolved in one of two 
ways: The loan consolidation could be completed, or the application could be 
deactivated. An application was deactivated after a specified period of time if 
EDS did not receive certain necessary information despite several requests or if 
a promissory note was sent out but not returned. 
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certificate from EDS to be filled in. When they completed and returned the new 
one, they would receive two payments for the borrower, one based on each 
certificate. EDS said that when it entered data from certificates into its data 
system, some certificates would fail certain data entry edit checks it had 
established. These certificates would then be set aside for manual editing, but if 
they were not resolved within a certain period of time, EDS' system would 
generate a new certificate and send it to the lender. The first certificate would 
later be corrected and entered into the data system, but the second would 
appear to be valid as well, and payment would be made for each one, resulting 
in duplicate payments. Lenders also received inaccurate payments because of 
EDS data entry errors affecting the loan balance or other loan characteristics, 
such as whether the loan was in default. EDS and Education officials 
acknowledged these problems and said they were revising their processes for 
applications received after December 1, 1997, to correct them. 

We also found that certain differences between EDS' and ACS/AFSA's systems, 
such as differing criteria for valid data entry between the two systems, 
contributed to delays in successfully transmitting some corrections to borrower 
accounts in the FDLP servicing system. Borrowers were thus left with incorrect 
loan balance information for as long as the corrections were not successfully 
transmitted, sometimes for many months. EDS' system sent loan consolidation 
transactions, including credits for refunds made by lenders on behalf of 
borrowers, to the central FDLP database for entry into the FDLP servicing 
system. 6 According to Education officials, consolidation data were not always 
smoothly transmitted between EDS' system, the central FDLP database, and the 
FDLP servicing system-some transactions were rejected when being moved from 
one system to the next, and these transactions were sent to a "suspense" file. 
This caused an accumulation of loan accounts showing incorrect balances until 
the adjustments could be properly credited. In some of the examples we 
reviewed, adjustments that had been recorded by EDS up to 9 months earlier 
had yet to be successfully transmitted to the servicing system. 



6 For example, assume a borrower owed $10,000 but mistakenly signed an FDLP 
consolidation promissory note for $15,000. That borrower's account in the FDLP 
servicing system would show $15,000, which EDS would pay the lender for the 
underlying loans. When the lender refunded the $5,000 overpayment to EDS, 
EDS would send a $5,000 refund transaction to the FDLP servicing system. After 
this transaction was fully processed, the account balance would reflect the 
$10,000 the borrower actually owed. 
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LENDERS' VIEWS OF CHANGES 
TO THE CONSOLIDATION PROCESS 

Officials from four FFELP lenders we interviewed said that EDS' processing of 
consolidation applications has been better since December 1, 1997, than it was 
before the August 1997 shutdown. These officials said that some of their 
primary complaints about the process— duplicate requests for information through 
loan verification certificates, duplicate payments, other inaccurate payments, and 
the length of time needed for the process— have generally improved. Three 
mentioned that although the process has improved, it is still too lengthy, causing 
inaccurate payments at times, but several also said that communications with 
EDS and Education have improved. 

Officials from all four lenders said they receive far fewer duplicate ve rifi cation 
certificates than they had been receiving before the August 1997 shutdown. Two 
lenders gave examples of duplicate certificates they had received from EDS for 
FDLP consolidation borrowers after the reopening, but both mentioned that the 
borrowers initially applied for their consolidation loans before the shutdown. In 
addition, lenders less frequently receive verification certificates with an incorrect 
address, which took time to track down and sometimes led to a second 
verification certificate being sent. 

Less-frequent duplicate verification certificates have led to fewer duplicate 
payments, according to the lenders' officials. A main complaint about EDS' 
procedures before the shutdown was that a lender would return a second 
verification certificate to EDS, assuming the first had been lost or was not valid, 
and EDS would pay both. The lender would then need to refund the second 
payment. This situation is less common now, according to the lenders' officials. 

While recognizing the improvements that have been made, several of the officials 
said that the process still takes longer than it should. One official said that only 
10 percent of their borrowers have their applications processed "right away," 
without any followup contact with the lender. The other 90 percent generate at 
least one borrower's phone call to inquire about the application's status, which 
the lender is usually unable to address. The lender generally refers the borrower 
to EDS for resolution. This official, and officials from two other lenders, 
mentioned that payments sometimes come to them with such delays that 
borrowers' balances have changed or interest has not been calculated on a long 
enough period, sometimes resulting in inaccurate payments. 
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Officials from several lenders said that communications with Education and EDS 
are better than they were before the shutdown. One said that Education has 
generally been "accommodating" to their requests and said that Education's new 
policy on tolerating small underpayments and overpayments will further improve 
the process. 7 Another said that they can "easily" resolve any questions that they 
have. 

DATA TRANSMISSION TO SERVICING SYSTEM 
AND STATUS OF BORROWER TRANSACTIONS 

Education and EDS have changed their processes aimed at ensuring that data 
flow more smoothly from EDS' system to the FDLP servicing system. EDS 
officials said that many transactions that had been rejected during their 
transmission from one system to the next in 1997 were successfully transmitted 
during the summer of 1998. Transmissions of data from EDS to the FDLP 
servicing system appear to be flowing more quickly than they were when we 
performed our earlier work, based on a comparison of two sets of borrowers, 
but some transactions affecting loan balances are still taking longer to be 
transmitted than Education expected. 

As we stated in our April 1998 report, Education was working to make 
transactions flow smoothly between EDS' and ACS/AFSA's systems. Education 
officials said that EDS and ACS/AFSA have been working since October 1997 to 
reduce a large number of transactions that had not been successfully transmitted 
from EDS to ACS/AFSA. Officials told us they were still working on certain 
necessary system corrections during the period of our review. For example, the 
system did not correctly process disbursements that were transmitted out of 
sequence. If a borrower's first disbursement was properly recorded, a second 
disbursement was rejected for some reason, and a third disbursement was 
properly recorded, then when EDS corrected and resubmitted the second 
disbursement, it would be rejected again. This time it would be rejected because 
the system recognized it as a second disbursement that was out of sequence and 
could not logically follow the third disbursement, which was already recorded in 



7 In July 1998, Education sent a letter to lenders saying they could keep 
overpayments of less than $10 and write off underpayments of less than $25. 

Both Education and lender officials told us this is in keeping with industry 
practice and will reduce the paper flow of many checks of small denomination in 
each direction. 
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